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happen, and where the funds are that will be needed and how they will 
get where they are supposed to be. 
While the progress of Electonic Funds Tranrfer has been 
impeded in the U.S. by our banking laws, in countri,t:~where country-
wide branch banking is allowed, it is a realit~y. cash manage-
ment system can · be set up that gathers deposits ad funds disburse-
ments, nets the difference, and borrows or inves s as needed 
automatically. Furthermore, systems are now i existence where 
cash banking transactions are directly access . a by a corporation's 
accounting system so that financial resource are mobilized, ap -
plied, and recorded without human interfere ce; the only problem 
being one of monitoring to make sure ever~ hing is working smoothly. 
The strides that have been made in monit ing, have also been 
significant in recent years. As an exa ple, we monitor our 
cash management system in the U.K. by omputer printout every 
morning. 
The computer has done won erful things for large com-
panies in helping them manage thei cash in recent years -- and it 
is capable of doing much more. I the MtFadden Act is repealed 
and the Fed takes away use of fl at, it will be awfully tempting 
for corporations to go with a o - e or two bank cash management 
system. The implications of t is are obvious. 
SELF SUFFICIENCY 
There is aying that the Lord helps those who 
help themselves. I am su e, however, that I didn't get invited 
to talk to this group abp ut do-~t-yourself financing. _What I am 
about to say needs to b ~ taken 1n the context of the times --
and these are very unc rtain times. It is not particularly com-
forting to treasurers of major corporations to be dependent on others 
who have ability t deliver at times might not be all that certain. 
Think how many ints tment banking firms have disappeared in the 
last decade. How any insurance compani e s currently would be 
solvent if the~·r ssets were valued at market value? How many more 
Franklin Nation s, and First Pennsylvanias are out there? 
Perhaps more i ortantly, could any bank or insurance company 
really be cou./' ed on if controls were imposed? 
I hink we feel a lot more comfortable if we can say 
to ourselve we have a lot of friends to help us out there 
but when in a pinch, we can make it ourselves. To get in this 
position, e need your help. We need to be kept informed of what 
is going n in the capital markets around the world. We need 
to have ack-up s y stems to mobilize our resources if there are 
failure in existing communications. We need to be able to 
transfer funds across barriers by swapping, if other methods won't 
work. ' We need to be able to go directly to sources of funds if the 
banking intermediaries are shut down from acting as principal 
by controls. In emergencies we may even need to bypass the 
financial system entirely and barter directly for goods 
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and services with other corporations around the world. While 
all of these activities have a certain amount of do-it-yourself 
flavor, as a practical matter, all would require some assistance 
from financial service organizations, so do not despair, fees 
for acting as agent spend just as easily as those received from 
acting as principal. 
In the final analysis, the 1980's will be challenging 
times for your industry and mine. Change and innovation will 
be the rule rather than the exception. You are fortunate to 
have an organiztion that is devoting itself to thinking about these 
changes and the shape of things to come, and I am pleased to 
have been asked to make a small contribution to its efforts. 
(Applause.) 
HUDSON: Thank you, Will. Your projection of an 
eventual return to credit controls is a bit chilling. I suspect 
we may get some dissent, either from the platform here or 
perhaps from the audience. I saw a couple of eyebrows go up, 
particularly with the notion that controls are the only thing 
that work. But we'll s ee. 
Our next paneli s t this morning is Duane Persall. 
Duanne started his business career more than 30 years ago working 
for Honeywell. Had he continued on that path, he obviously wouldn't 
qualify today as our small business advocate, but he didn't 
continue with Honeywell. Instead, he has had a lifetime of in-
volvement with smaller companies i n the capaciti e s of employee, 
employer, and director. 
His most time - consuming activity today, as I under-
stand it, is as President of the Mountain States Association, 
• 
which is an eight-state organi zation devoted to achieving legislation 
that is favorable to small bus iness. And he also s it s on the 
boards of s i x smaller sized companies engaged in a ve ry broad var-
iety of activites . 
And if those credentials are not sufficient to impress 
you, Mr. Pearsall in 1976 was named both Colorado's Small Business-
pers on of the Year and National Small Businessperson of the Year. 
Duane , the floor is yours. 
PEARSALL: Thank you, Mr. McKinney. Mr. Chairman, 
distinquished guests, and distinquished members of the financial 
services community . 
On beha l f o f small busines s , we sincerly appreciate the 
opportunity to express our needs and our f uture nee ds i n financial 
support if we a r e t o ful fi ll our r eponsib i l i t ies and help build 
the economic s t rength of America. I cannot stand here and tell 
-
you that I r epres ent the greatest future profit source and growth f 
potential for the f ull -servi ce bank system in America. " / 
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If there was such a th1ng as consensus of small business, 
particularly in political action, we would have taken credit for 
electing President Reagan and we would be able to elect any future 
president . The voter potential is there; the consensus is not. 
It is aptly characterized as "America's Sleeping Giant". 
Because there has not been a consensus, nor a significant 
voice in Washington to articulate any such con s ensus, small bus-
iness has been the beneficiary of what has been termed ''trickle-
down benefits of legislation" directed at business without regard 
for the needs of smaller busine s ses. 
For a moment, may I review some of the inequities that 
have been created through lack of attention and for lack of small 
business voice in Congress. 
First, when I speak of small busines s , I generally refer 
to the SBA definition which, without going into detail, represents 
manufacturin g firms with 500 employees or les s . In other types 
of industries, the numbers vary, but none exceeds the manufacturing 
size level. 
Discrimination in tax policy i s most evident in the 
basic tax rate. Until the Tax Reform Act of 1 978, and not since 1934, 
has there been reco gnition that small business deserves a graduated 
income tax in the same manner as an individual. The current rate, 
be ginnin g at 1 7% on the first $ 25,000 in five increments, reaches 
the ma ximum corp~rate rate of $100,000. If Con gress responds to 
the recommendations of the Transition Te am, surtax exemption sched -
ule will be raised to $500,000 before reaching the maximum cor-
porate rate. 
There ar e other tax inequities that take the form of 
tax credits. According to th e Chief Counsel f or Advocacy of 
SBA, there are 50 or 60 forms of tax credit s available for business. 
The smaller th e bu s iness, however, the fewer the tax credits avail -
able and th e h igher the proportionate basic tax rate. If one 
look s at taxes p a id by busines s of all si ze s relative to basic 
net worth, a c l early re gressive pattern is di splayed. Accordin g 
to the same source, busine ss with gross revenues of a half million 
dollars have a relative tax rate of 30 % where businesses with 
gross revenues in excess of one billion dollars pay with a rel-
ative rate of 11 %. 
Much is said about our regulatory environment . Indeed, 
it is a burden on all business. However, in a study completed in 
early 1979, referred to as the Policy Review Committee on Technology 
and Industrial Innovation a sub-committee studying this issue 
could not find a regulation that did not disproportionately impact 
smaller businesses. The differences were not minor nor insignif-
icant, indeed, the differences in impact were ma gnitudes of 30 
or 40 times. Another effect discovered in that same study was 
that regulations in many cases forced concentration of industry. 
For example, in the four years followin g the enactment of the 
Enviornmental Protection Agency rules, one-half of the cast metal 
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foundri8 s who were the basic suppliers to larger industry. The 
net effect was that, in many cases, larger industries were forced 
to integrate vertically to maintain their supply source. Further 
concentration was forced because of overly restricted SEC reg-
ulations inhibiting small business from access to public markets 
for growth capital. 
Small business also lost one of its only incentives 
available to attract competent executive-level employees when 
Congress removed the availability of a qualified stock option plan. 
The current sentiment of Congress and the recommendations of the 
Transition Team suggest a restoration of stock options as a high 
priority item in the next Congress. 
Further inequities exist in the inability of small bus-
iness to establish a significant pension program with the same 
tax benefits as accrue to big business. IRS and Keough Plans 
are helpful but fall short of being an equitable alternative. 
Perhaps the greatest disaster facing small business 
this year accounting for a dramatic increase in bankruptcies is 
inflation and the high cost of capital. By its nature, small 
business suffers a high debt to equity relationship. Compound this 
characteristic with the exhorbitantly high interest rates of the 
past year, and we have outlined the most effective formula 
devised to eliminate small business from the economy. There is a 
growing perception among small businesspersons that the prime 
rate is not legitimate, that it is mangaged, and that there's 
no business rationale that says it should ever exceed four points 
above the inflation rate. There is a general belief that inter-
national companies contract with the major banking institutions 
for borrowing rates below prime. There is a suspicion that 
national companies, with a closer relationship to the bank officer, 
in anticipation of escalating rates, negotiate their credit lines 
at the most expeditious time. They are convinced that the ultimate 
victim of this prime rate roller coaster is clearly the small 
business sector. 
Gyrating interest rates create a growing distru~t of 
the financial services community. The foregoing has been a fund-
amentally negative picture of where small business is today. 
These deplorable characteristics clearly underscore why small 
business, which contributed 46% of the Gross National Product 
in 1972, is contributing less each year and is anticipted to con-
tribute only 43% in 1981. I said earlier that small business 
is characterized as a "sleeping giant" . He is now beginning to 
awaken. Small business is beginning to organize first at the 
grassroots levels and may soon become a major factor at the na-
tional level. Congress is now aware of the potential for small 
business in terms of employment, competition, innovation and pro-
ductivity. Indeed, there is a new er~ pending for small business, 
particularly in capital formation. However, it will only be of 
i 
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benefit to those businesses that survive the present credit and 
interest rate disaster. 
The greatest potential area for economic growth in our 
country, I believe, lies in the small business sector. The greatest 
impediment to that growth is access to capital. At least two 
major roadblocks exist. First, regulations such as ERISA effect-
ively foreclose from small business access to the largest capital 
pools in the world - pension and profit-sharing trusts. Certainly , 
any such funds to be invested in small business would be considered 
"imprudent". 
A second major impediment is the lack of delivery mech-
anisms that compensate for "economies of scale." That is, the larger 
the institution, the less interest in smaller loans. 
I do not understand banking nor all the incentives that 
might divert funds to flow into smaller businesses. I am con-
cerned that there is a growing trend towards concentration of 
banks which will exacerbate the already serious problem of focusing 
attention on loans to small business. Rather than government 
programs such as the Small Business Administration, which generally 
relate to s ub sidized borrowing, ther e may b e new or innovative 
internal bank programs which address a form of subsidized lending . 
In the past year, the Small Business Administration 
has moved to establish a "Certified Bank" program which certifies 
a bank to totally process and control an SBA guaranteed loan. 
Except for some expressed concerns from the minority small 
business area, the program is going over well. The major benefit 
is to get the SBA out of the lending business . 
.--l The ful 1- service banks have historically been the fund-
amental source of funds for small business. As these institutions 
grow however, the natural result is that they relate to larger 
customers and small business may have to look to other sources . 
On the horizon, those sources may take the form o f non -f inancial 
institutions such as the commercial Credit Division of Control 
Data Corporation or Merrill Lynch. 
Personally, I could envision no happier circumstance than 
to see full - service banks recogni ze sma ll commercial loans as a 
long - term growth potential, to establish small business depart -
ments with profit center characteristics to employ loan officers 
with small business experience, to establish management assistance 
centers, and to have the courage to recognize the longer term 
rewards from such a program . The entrepreneurial spirit 
and the creative genius of America is out there. The miss ing 
ingredients are capital, treated as "pat ient money", and financial 
counseling . 
Small business, whether measured in terms of job creation, 
competition, innovation,or productivity, has ];j>een and can continue 
to be, America's greatest economic resource.~ 
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(Applause.) 
HUDSON: Thank you, Duane, for that very clearly stated 
view. You've left no doubt of your own advocacy role here, and 
again I suspect that you may find particularly with matters such 
as the legitimacy of the prime, you've generated some dissent. 
Now it is time to move from the borrowing side to the 
lending side and specifically to Henry Mueller . Hank started 
with Citibank way back in 1934 and has been there ever since, 
except during the war years when he was a Marine and a participant, 
of all thin gs, at the Bretton Woods Monetary and Financial Con r 
ference. I don't know how those two things fit to gether, but Hank 
will be able to explain that. 
He' s held a long list of posts at Citibank, mainly as 
a lending officer, and since 19 74 has been Chairman of the Credit 
Policy Committees of both Citicorp and Citibank. I personally 
doubt that there is a commercial banker better qualified to par-
ticipate in thi s s ession this mornin g . It's a great pleasure, 
Hank, to welcome you here. 
MU ELLER: Thank you very much, Milt, Good morning 
ladies and gentlemen. My assi gnment is to discuss, from where I sit, 
the future financin g of busine s s. 
It' s ha rdly news that for commercial bank s and their borrowin g " 
cli ents t he ' 70' s , in contrast to earlier years, posed considerable 
challen ge . Th e marketpl a ce increas in g ly put pr e s s ure on bank 
pro f it mar g in s and a ri s in g number of borrowers faced severe 
liquidity s trai n s , i f not cri s es, starting with the Penn Central 
bankruptcy in 1970 . Thi s seemed to mark the change in the post-
'.rnT ri s }>t akin g climat e . On go i ng forces, especially chronic infla-
tion, ar e a t the root of th e problem, which brings us to today's 
topic. We are, I beli eve, in a pivotal period. Business strat-
e gies which heretofore brought prosperity won't necessarily work 
in the '80's. A glimp se of the climate for bank lenders and bor-
rowers mi ght add p e r spective. 
The realities of th e marketplace are forcin g a modern-
ization of the banking s y stem and its regulatory framework, for 
segregated markets exist only in the minds of those w:10 do not 
live in the marketplace. The list of nonbankin g com~~niesgrantin g 
credit and not subject to the ban on interstate banking gets longer 
each year. With profound changes occurring in funding, bank and non-
bank competition, regulation, and lending patterns, more seems 
to have taken place in the bank credit world during the past five 
years than in decades. But like their borrowers, banks must in-
creasingly contend with the problems of inflation and the business 
cycle, and particularly their impacts on capital and profitability . 
In a climate of interest rate volatility and disoriented 
credit markets, borrowers undergo varyin g degrees of stress. The 
average debt servicin g costs of even moderately leveraged businesses 
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On January 28th and 29th, 1981, the Economic 
Advisory Committee of the American Bankers Association 
sponsored a conference on the Future of the Financial 
Services Indus .try. A 1 is t of the members of the commit-
tee and a copy of the conference program are attached. 
The purpose of the conference was to explore the 
future of the financial services industry so as to assist 
financial institutions, trade associations, and policy-
makers in their planning efforts and policy decisions. 
The approximately 160 attendees included economists 
and planners at financial institutions and trade associa-
tions, academicians, and high level staff at policymaking 
institutions (The list of registrants is attached.). T~e 
Economic Advisory Committee believes the record of the 
conference will make a useful document for all who are 
concerned with the future of the financial services industry. 
The conference was organized around four panel dis-
cussions, as shown on the attached program. Three of the 
panels were oriented towards three broad classes of custom-
ers of the financial services industry: consumers, busi-
nesses, and governments. The speakers discussed, from 
their own perspective, the future financial service needs 
of these groups, and how they will be met. The fourth 
panel presented summary results of some special research 
projects conducted by the ABA on regulatory standards and 
bank competition and structure. The research projects 
cover four areas: the evolution of U. S. banks abroad, 
the evolution of foreign banks in the U. S., the evolution 
of non-local competition in banking markets, and the 
regulation of capital ratios in U. S. banking. Summaries 
of these studies are also available. 
L 
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At the conclusion of the conference, the Economic 
Advisory Committee met to identify and discuss the nu-
merous issues that were highlighted during the three 
panels on industry customers and the remarks by Congress-
man Reuss and Senator Garn. The Committee unanimously 
agreed that the following broad points concerning the 
future competitive environment reflect the comments of 
those participants: 
* Inflation and other factors are rapidly chan-
ging the nature of the financial services in-
dustry and will continue to do so. Even if infla-
tion is brought under control, these changes are 
going to continue because people are thinking in 
different ways than they have in the past. 
* Clear indications exist that regulations 
impede the banking industry's ability to com-
pete with non-bank financial institutions and other 
purveyors of financial services (e. g., money 
market funds and Merrill Lynch's Cash Management 
Account). 
* The product and delivery systems for financial 
services are changing and will continue to 
change. 
* The assets and liabilities held by financial 
institutions will change in form and maturity. 
On the liability side, one of the speakers said 
"non-interest bearing demand deposits are dead, and 
conventional savings forms are dying." On the asset 
side, creative financing is the watchword, and more 
flexible instruments will be in evidence. 
* The increased sophistication of large business 
concerns is going to be replicated in the 
consumer financial services market because consumers 
are learning to live in a volatile interest rate 
environment. 
* Consumer needs will center around keeping 
themselves financially whole. Services will 
not be provided in monolithic manner, but wil l range 
from more "handholding, cradle to grave" financial 
plans and other specialized services, to the other 
extreme of more mass-produced quantity services. 
* 
* 
Because of increased personnel costs, there 
will also be more do-it -yourself banking. 
There will be a shift toward fee payments 
I ' 
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for services, including those services offered 
by banking industry competition. 
* Business needs will be more diversified 
in the future. Large businesses will demand 
and get a redundancy of assured access to funds 
and specialized treatment of their own individual 
needs. 
* Small businesses will offer relatively greater 
opportunities for banking services than they 
have been perceived to offer in the past. They 
feel they have a continuing need for greater access 
to capital and it is a potentially lucrative market 
whose needs will be met by someone if not by full 
service banks. 
* Governments, especially the federal government, 
are becoming less dependent on banks for fipan-
cing. In addition to being more active in financing 
their own needs, they will be financing the social 
objectives that they etpouse. There is no slo ing 
for in the growth of government lendingJ g~v­
ernment insurance, and government provis_ion of 
f1nanc1a services. -
* The use by large corporations of the non-lending 
and non-deposit functions of banking will be 
highly concentrated in fewer suppliers, either bank 
or non-bank purveyors of these services. Businesses 
will be building the capacity to provide themselves 
with the financial services they need, even to the 
extent of barter operations if that proved to be 
necessary. 
* 
* 
Areas of credit demand will shift (e. g, the 
impending massive expansion of energy financing). 
Inflation has made inroads on th.JL-nrivate place-
ents industr . For example, this has made 
it necessary for ife insurance companies to change 
their financing habits and !las left a vacuum t 
banks could fiil to their advanta e '£ th ~ ar..e 
able and willing to move int~this area. 
* Off-shore suppliers of financial services will be growing fast, and they can live on thinner 
margins than U. S. banks primarily because of less 
restrictive capital requirements. 
~~cKinney, Jr. 
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